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AUDITING STANDARDS BOARD
Meeting:

Auditing Standards Board (ASB)

Date:

July 18-19, 2000

Location:

AICPA
1211 Avenue of the Americas
New York, NY 10036

Meeting
Attendance: Deborah D. Lambert, Chair
James S. Gerson, Vice Chair
Andy Capelli
Linda K. Cheatham
Robert F. Dacey
Richard Dieter
Sally Hoffman
J. Michael Inzina
Charles E. Landes
Scott McDonald
Keith O. Newton
Robert C. Steiner
George H. Tucker
Bruce Webb
Ray Whittington
Other Participants
Julie Anne Dilley, Technical Manager, Audit and Attest Standards
Gretchen Fischbach, Technical Manager, Audit and Attest Standards
Jane Mancino, Technical Manager, Audit and Attest Standards
Judith Sherinsky, Technical Manager, Audit and Attest Standards
Observers
Scott Bayless
John Brolly
Jennifer Burns
Bob Dohrer
Dave Frazier
Laura Phillips
Beth Schneider
Jeffrey Thomson
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I.

CHAIR’S AND VICE CHAIR’S REPORT
Deborah D. Lambert, Chair and James S. Gerson, Vice Chair reported on the Audit Issues Task
Force (AITF) meeting of June 13, 2000 in New York, NY. A summary of the meeting is
attached.

II.

AGENDA ITEMS PRESENTED AT MEETING
Financial Instruments (File Ref. No. 2405):
Stephen D. Holton, Chair of the Financial Instruments Task Force, presented a revised draft of a
proposed SAS titled Auditing Derivative Instruments, Hedging Activities, and Investments in
Securities that would supersede SAS No. 81, Auditing Investments. The revised draft
incorporates certain recommendations made by the ASB and representatives of the Securities and
Exchange Commission.
The Board voted unanimously to ballot the SAS for final issuance. They also recommended that
the following revisions be made to the draft.
•

Add a footnote at the end of paragraph 18 referring to footnote 7 which states that the
AICPA has issued an Audit Guide that provides sample control objectives for derivatives,
hedging activities, and securities.

•

Change the subheading before paragraph 19 from “Designing Substantive Procedures” to
“Designing Substantive Procedures Based on Risk Assessments.”

•

Delete footnote 14 to paragraph 28, which discusses valuation based on an investee’s
financial results. That footnote states—
This guidance does not apply to investees accounted for on a consolidated basis.
Auditors of consolidated investees should consider the guidance in Section 543,
Part of Audit Performed by Other Independent Auditors.

•

Delete the following sentence from footnote 15 to paragraph 28—
With respect to an investment accounted for under the equity method, the work
of another auditor should not be considered part of the audit of the investor.
Accordingly, it is inappropriate to consider the investee’s auditor as a
participating auditor or to imply that the investee’s auditor shares any
responsibility for the audit of the investor’s financial statements by making
reference to the investee’s auditor in the report of the investor’s auditor.

2

File Ref. No. 1400
Auditing Standards Board
Approved Highlights
July 18-19, 2000

•

Add a paragraph to the section titled “Valuation Based on an Investee’s Financial
Results” stating that if in the auditor’s judgment additional evidential matter (in addition
to audited financial statements of the investee) is needed for a valuation based on an
investee’s financial results, the auditor should perform procedures to gather such
evidence. Also provide examples of such procedures.

•

Delete the phrase “or if the value of the item is not otherwise apparent” from the first
bullet in paragraph 36 which states—

•

The pricing source has a relationship with an entity that might impair its objectivity, such
as an affiliate or a counterparty involved in selling or structuring the product, or if the
value of the item is not otherwise apparent
Summary of Board Preference Vote
Financial Instruments (File Ref. No. 2405)

Should the revised draft of the proposed SAS, Auditing
Derivative Instruments, Hedging Activities, and
Investments in Securities, be balloted for issuance
as a final SAS?

Yes

No

Abstain

15

0

0

Absent

0

Omnibus SAS2000 (File Ref. No. 3733):
James S. Gerson, chair of the Omnibus SAS—2000 Task Force led the ASB’s discussion of the
issues raised in the comments letters received on the May 1, 2000, exposure draft entitled
Omnibus Statement on Auditing Standards—2000. Based on the discussion, the task force will
meet to make certain changes to the proposed standard and to further discuss issues relating to
the proposed amendment to AU section 543. The task force will present a revised document at
the September 2000 ASB meeting for final voting.
Attestation Recodification II (File Ref. No. 2156):
Charles (Chuck) Landes, chair of the Attestation Recodification II Task Force (task force), led
the Board’s discussion of the significant issues raised in the comment letters received on the
April 14, 2000 exposure draft of the proposed Statement on Standards for Attestation
Engagements, Attestation Standards: Revision and Recodification. The comment period ended
on June 15, 2000.

3

File Ref. No. 1400
Auditing Standards Board
Approved Highlights
July 18-19, 2000

The Board:


Directed the task force to provide guidance on the consideration of subsequent events in AT
100, Attest Engagements



Discussed the concept of materiality in the context of attest engagements and directed the
task force to consider whether any further changes should be made to the guidance in AT
100.



Discussed the criteria for suitability and directed the task force to consider making the
relevant guidance more robust.



Indicated support for requiring the practitioner to obtain a representation letter from the client
when the client is the responsible party. The task force should also develop guidance on the
minimum requirements for such a letter.



Indicated support for changing the term accountant to the term practitioner in AT section
200, Financial Forecasts and Projections, and AT section 300, Reporting on Pro Forma
Financial Information, so as to be consistent throughout all of the AT sections.

The task force will present a revised draft of the entire exposure draft at the September 2000
ASB meeting in Newport Beach, CA.
Audit Documentation (File Ref. No. 4708):
W. Scott McDonald, chair of the Audit Documentation Task Force, led the ASB’s discussion of
the concepts for the new documentation standards that the task force is developing. Based on the
discussion of the concepts, the ASB asked the task force to ensure that the objective of audit
documentation correlate to the objective of the audit and that it draft examples to illustrate the
requirement of reperformance. The ASB also recommends further developing the concept of
significant matter.
Technology Issues (File Ref. No. 4420):
George H. Tucker, Chair, Technology Issues Task Force (task force), presented a draft of
proposed amendments to AU section 319, Consideration of Internal Control in a Financial
Statement Audit. The draft had been revised for comments made at the April ASB meeting. Mr.
Tucker also presented a table summarizing recommendations on internal control that were made
in the Exposure Draft of the report of the POB Panel on Audit Effectiveness (the POB Panel
report), and the task force’s proposed disposition of these issues.
Members of the ASB discussed the draft document and suggested the following revisions:
4
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In the opening paragraphs, first describe the option of assessing control risk below the
maximum and then describe the option of assessing control risk at maximum.



Consider eliminating the introductory paragraphs.



Provide an example describing errors in judgment in designing, maintaining, or
monitoring automated controls in IT systems.



Consistently use the terminology “initiate, record, process, and report” to describe the
procedures and records by which transactions, events, and conditions flow through the
information system from their occurrence to their inclusion in the financial statements.
Discuss this terminology in the Appendix.



Move the description of factors to consider in determining whether to perform tests of
controls from the “understanding internal control” section to the “assessing control risk”
section of the standard.



Carry through to a conclusion what the auditor does if tests of controls cannot be
performed in a situation where the auditor has determined that tests of controls should be
performed to obtain evidential matter.



Eliminate the guidance from Amendment No. 1 of the Government Auditing Standards,
Documentation Requirements When Assessing Control Risk at Maximum for Controls
Significantly Dependent Upon Computerized Information Systems.

ASB members also discussed the task force’s proposed disposition of recommendations from the
POB Panel report. The ASB concurred that some of the recommendations are beyond the scope
of this task force and should be deferred for consideration by a successor task force.
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ATTACHMENT TO HIGHLIGHTS OF ASB JULY 18-19, 2000 MEETING
Highlights of AITF meeting on June 13, 2000
POB Panel on Audit Effectiveness Exposure Draft
AITF members discussed the Exposure Draft of the Report and Recommendations of The Panel
on Audit Effectiveness (Panel) of the Public Oversight Board (POB). Edmund R. Noonan, a staff
member of the Panel, joined the discussion briefly to provide the AITF with additional insight on
the Panel’s findings and recommendations.
AITF members noted that several existing ASB task forces or working groups already have
undertaken projects in some of the above subject areas. The Fraud Standard Steering Task Force
is overseeing several research projects on the efficacy of SAS No. 82, Consideration of Fraud in
a Financial Statement Audit. The Technology Issues Task Force is drafting amendments to
reflect the impact of technology on internal control. In addition, existing ASB task forces and
working groups are considering other matters mentioned in the Panel’s Report including
guidance on auditing revenues, auditing reserves, materiality, audit documentation, analytical
procedures, and sampling. Also, the AITF recommended at its May 9 meeting that the ASB
establish a standing task force to monitor the guidance in the Statements on Quality Control
Standards (SQCS) on an ongoing basis. Members representing the ASB, the AICPA Peer
Review Board, the SECPS Peer Review Committee, and the Quality Control Inquiry Committee
are now being identified to serve on this task force.
AITF members determined that new ASB task forces should be established on fraud, on inherent
risk, and on establishing a GAAS hierarchy. The new fraud task force will consider the Panel
recommendations, as well as findings from the fraud research projects that are expected to be
available early this fall. In addition, a Planning Retreat task force will be established to prepare for
the AITF planning retreat on September 12-13.
CICA Interim Review of Financial Statements
Diana Hillier, Director, Assurance Standards, Canadian Institute of Chartered Accountants
(CICA), led a discussion about two issues that the CICA’s Assurance Standards Board has
identified in the process of drafting standards for the auditor’s review of interim financial
statements. One issue relates to whether an interim review is distinguishable from a review of
annual financial statements in terms of the procedures applied or the level of assurance provided.
The other issue relates to whether materiality is assessed in the context of the interim period
report or in the context of annual reporting. The CICA guidance that is being developed likely
will be substantially the same as the guidance in SAS No. 71, Interim Financial Statements.

6

File Ref. No. 1400
Auditing Standards Board
Approved Highlights
July 18-19, 2000

Subsequent Events Guidance in SysTrust Engagements
Sander Wechsler, member, Systems Reliability Task Force (task force), presented a section of a
draft of version 2.0 of the proposed exposure draft, AICPA/CICA SysTrust Principles and
Criteria for Systems Reliability that he had drafted and that addresses the practitioner’s
responsibility for subsequent events in a SysTrust engagement. The SysTrust engagement is an
attestation engagement performed under AT section 100, Attestation Standards. AT section 100
does not provide guidance on subsequent events, however, AT section 400, Reporting on an
Entity’s Internal Control, addresses subsequent events in paragraphs 66 though 69.
AITF members agreed that, even though the practitioner has no responsibility for subsequent events
under AT 100, the task force could provide guidance that the practitioner in a SysTrust engagement
should consider performing procedures on the subsequent period. AITF members suggested
tracking the language in AT 400.66-69 more closely and including reference to those paragraphs.
Materiality Issues in Audit and Accounting Guide, Audits of State and Local Governmental
Units
Andrew W. Blossom, Chair of a task force that is revising the AICPA Audit and Accounting
Guide, Audits of State and Local Governmental Units, and Mary Foelster, Technical Manager,
Professional Standards & Services, presented a draft of the task force’s guidance on materiality,
and reported that Governmental Accounting Standards Board (GASB) staff has expressed
concern about the guidance. The draft guidance states that the auditor, in planning and
performing the audit, as well as in evaluating audit findings, should assess materiality in relation
to the basic financial statements taken as a whole. In making this assessment, the auditor needs
to consider the effects of the required disaggregation in the basic financial statements. The draft
guidance compares the various columns and rows in governmental financial statements to the
subtotals referred to in AU sec. 312.34, Audit Risk and Materiality in Conducting an Audit.
AITF members felt that the guidance generally was appropriate, and suggested that discussions
be held with the GASB to resolve the issues.
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